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Summary 



The federal government currently spends more than one-third of its budget on 
benefits and programs for older Americans. For people age 65 and over, estimated 
FY2007 spending for Social Security, Medicare, and Medicaid alone is $833 billion. 
Spending for retired federal employees and military personnel and for veterans is also 
significant, and smaller programs add to the total as well. Tax expenditures might also 
be taken into account to obtain a more complete budget picture. 

If current trends and policies continue, federal spending for older Americans is 
expected to grow substantially. Contributing factors include a growing share of the U.S. 
population being of retirement age, real increases in Social Security benefits due to wage 
growth, and rising health care costs. Whatever the magnitude, this spending growth will 
confront Congress with difficult choices. The share of the federal budget devoted to 
older Americans is growing, leaving less available for other spending priorities and 
leading many observers to warn that current policies are unsustainable because they 
would require markedly higher taxation or debt levels that could adversely affect the 
economy. Although Social Security spending can be altered via changes to the benefit 
formula, options for reducing long-term growth in Medicare and Medicaid may be less 
straightforward. 



Background. The federal government provides income and other assistance to 
older Americans through a number of programs. Among people age 65 or older, the most 
significant support comes from three entitlement programs: Social Security, which pays 
monthly cash benefits to about 34 million; Medicare, which provides health coverage to 
about 36 million; and Medicaid, which provides health and long-term care coverage to 
about 5 million. 1 Other assistance for older Americans includes pension benefits and 



1 Social Security reflects December 2005, Medicare reflects July 2005, and Medicaid reflects 
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health insurance for federal and military retirees, and similar benefits for certain veterans. 
Additional assistance is provided to low-income individuals through the Supplemental 
Security Income program and through funding for housing, nutrition, social services, 
energy assistance, and other needs. 

Relative to younger populations, federal spending for older Americans is high. The 
Congressional Budget Office (CBO) has estimated that FY2000 federal spending on the 
elderly was 3 'A times the amount spent for families with children under 18. Historically, 
state and local governments have taken the lead on spending for children through 
education and other programs. Although public revenues for elementary and secondary 
education are significant (representing about 4% of U.S. gross domestic product (GDP) 
in the 2001-2002 school year), less than 10% come from federal sources. 2 

Measuring how much the federal government spends on older Americans depends 
on how that population is defined. In this report, the term “older American” generally 
refers to people age 65 and older; however, other ages could be used. The minimum age 
could be as low as 62 (when Social Security retirement benefits are first available), 59Vfe 
(when the early withdrawal penalty no longer applies to qualified retirement plans), 55 
(when federal employees may retire if they have sufficient years of service), or as high as 
67 (when future retirees will be eligible for full Social Security benefits). While the age 
chosen would affect dollar estimates, the general relationship between spending for older 
Americans and the federal budget or U.S. economy would not change. 

Another measurement issue is that support and benefits for older Americans can take 
many forms. Cash payments are direct benefits, whereas tax expenditures — not all of 
which may be captured in available data sources — are indirect. Even when federal 
support is measurable and clearly benefits a particular age group, other people may 
indirectly gain (for example, income and medical benefits for the elderly may save their 
children from these costs). Although a more complete picture would consider all of these 
issues, this report focuses on direct cash outlays for older Americans in a given year. 

Current Outlook. A significant — and growing — portion of the federal budget 
and the U.S . economy is devoted to spending on older Americans. In FY 1971, $46 billion 
was spent on people age 65 or older, which was 22% of the federal budget and 4% of 
GDP. In FY2007, the same spending figure is expected to reach $935 billion, or nearly 
35% of the federal budget and 7% of GDP. (Dollar figures are nominal, not adjusted for 
inflation.) Table 1 shows how these figures have changed over time. CBO projects that 
unless policy changes are made, Social Security and Medicare alone will account for 
about 15% of GDP in 2050. 3 



1 (...continued) 

average monthly in 2005. Although Social Security and Medicare also cover people under age 
65 (primarily those who are disabled), older Americans comprise a majority of enrollees in both 
programs. In contrast, about 90% of Medicaid enrollees are under age 65. 

2 U.S. Department of Education, National Center for Education Statistics, The Condition of 
Education 2005, 2005 and Revenues and Expenditures for Public Elemen tary and Secondary 
Education: School Year 2002-03, Oct. 2005. 

3 CBO, The Long-Term Budget Outlook, Dec. 2005. Represents scheduled (rather than payable) 
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Table 1. Estimated Federal Spending on People Age 65 or Older, 

FY1971-FY2007 



Program 


1971 


1980 


Fiscal year 
1990 


2000 


2007 


Billions of dollars 


Social Security 


$29 


$85 


$196 


$307 


$435 


Medicare 


$8 


$29 


$96 


$189 


$361 


Medicaid 


$2 


$5 


$14 


$33 


$38 


All other 


$7 


$25 


$54 


$86 


$102 


Total federal spending on age 65+ 


$46 


$144 


$360 


$615 


$935 


Federal budget 


$212 


$593 


$1,254 


$1,767 


$2,714 


GDP 


$1,095 


$2,717 


$5,714 


$9,609 


$13,645 


Total as a % of federal budget 


21.7% 


24.3% 


28.7% 


34.8% 


34.5% 


Total as a % of GDP 


4.2% 


5.3% 


6.3% 


6.4% 


6.9% 


Average annual growth between periods 


Social Security 


NA 


12.7% 


8.7% 


4.6% 


5.1% 


Medicare 


NA 


15.4% 


12.7% 


7.0% 


9.7% 


Medicaid 


NA 


10.7% 


10.8% 


9.0% 


1.9% 


All other 


NA 


15.2% 


8.0% 


4.8% 


2.5% 


Total federal spending on age 65+ 


NA 


13.5% 


9.6% 


5.5% 


6.2% 


Federal budget 


NA 


12.1% 


7.8% 


3.5% 


6.3% 


GDP 


NA 


10.6% 


7.7% 


5.3% 


5.1% 



Source: CBO, Federal Spending on the Elderly and Children, July 2000 and CRS estimate for FY2007. 

Note: Dollar figures are nominal (not adjusted for inflation). All other includes Federal Civil Retirement, 
Military Retirement, Veterans’ Compensation, Supplemental Security Income, and several programs that 
contribute less than 1% each to overall spending. Figures do not include the state share of total Medicaid 
spending, which averages about 43%. FY2000-FY2007 Medicaid growth is low in part due to the shifting 
of drug costs for seniors to Medicare Part D in 2006; in addition, based on an examination of actual data 
that were not available to CBO in July 2000, it appears that the FY2000 Medicaid figure is a slight 
overestimate. After FY2000, the “all other” category is assumed to grow at the rate of inflation as measured 
by the Consumer Price Index-All Urban Consumers. Figures may not sum due to rounding. 

Between FY1971 and FY2007, Social Security, Medicare, and Medicaid accounted 
for 80% to 90% of federal spending on older Americans. Figure 1 shows that as 
percentage of total federal spending on older Americans, Social Security and “all other” 
spending is decreasing, while Medicare spending is increasing. Medicaid’ s share has 
remained fairly level. Figure 2 shows the dollar growth in each program. 

The American population is aging, and a larger portion will receive Social Security, 
Medicare, and other age-related federal benefits in the future. At the same time, a smaller 
portion of the population will be of working age. Because Social Security and part of the 
Medicare program are financed through payroll taxes paid by current workers, the 
financial health of these programs is sensitive to the ratio of beneficiaries to workers, 
sometimes called the dependency ratio. 4 In addition to payroll taxes, growth in other 
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outlays for Social Security and intermediate spending assumptions for Medicare. 

4 CRS Report RL32981, Age Dependency Ratios and Social Security Solvency, by Laura B. 





